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spouse and has custody or joint cus-
tody of one or more minor children or 
is pregnant. 

State Director. Director of RHS pro-
grams within a state office area. 

Veteran. A veteran is a person who 
has been discharged or released from 
the active forces of the United States 
Army, Navy, Air Force, Marine Corps, 
or Coast Guard under conditions other 
than dishonorable discharge including 
‘‘clemency discharges’’ and who served 
on active duty in such forces: 

(1) From April 6, 1917, through March 
31, 1921; 

(2) From December 7, 1941, through 
December 31, 1946; 

(3) From June 27, 1950, through Janu-
ary 31, 1955; or 

(4) For more than 180 days, any part 
of which occurred after January 31, 
1955, but on or before May 7, 1975. 

(b) The following abbreviations are 
applicable to this subpart: 

Fannie Mae— Federal National Mort-
gage Association. 

FCS— Farm Credit Service. 
FHA— Federal Housing Administra-

tion. 
Freddie Mac— Federal Home Loan 

Mortgage Corporation. 
Ginnie Mae— Government National 

Mortgage Association. 
HUD— Department of Housing and 

Urban Development. 
IRS— Internal Revenue Service. 
MCCs— Mortgage Credit Certificates. 
PITI— Principal, Interest, Taxes, and 

Insurance. 
RHS— Rural Housing Service. 
URAR— Uniform Residential Ap-

praisal Report. 
VA— Department of Veterans Affairs. 

§§ 1980.303–1980.307 [Reserved] 

§ 1980.308 Full faith and credit. 
The loan note guarantee constitutes 

an obligation supported by the full 
faith and credit of the United States 
and is incontestable except for fraud or 
misrepresentation of which the Lender 
has actual knowledge at the time it be-
comes such Lender or which the Lender 
participates in or condones. Misrepre-
sentation includes negligent misrepre-
sentation. A note which provides for 
the payment of interest on interest 
shall not be guaranteed. Any guarantee 

or assignment of a guarantee attached 
to or relating to a note which provides 
for the payment of interest on interest 
is void. Notwithstanding the prohibi-
tion of interest on interest, interest 
may be capitalized in connection with 
reamortization over the remaining 
term with written concurrence of RHS. 
The loan note guarantee will be unen-
forceable to the extent any loss is occa-
sioned by violation of usury laws, neg-
ligent servicing, or failure to obtain 
the required security regardless of the 
time at which RHS acquires knowledge 
of the foregoing. Negligent servicing is 
defined as servicing that is incon-
sistent with this subpart and includes 
the failure to perform those services 
which a reasonably prudent Lender 
would perform in servicing its own loan 
portfolio of loans that are not guaran-
teed. The term includes not only the 
concept of a failure to act, but also not 
acting in a timely manner or acting 
contrary to the manner in which a rea-
sonably prudent Lender would act up 
to the time of loan maturity or until a 
final loss is paid. Any losses occasioned 
will be unenforceable to the extent 
that loan funds are used for purposes 
other than those authorized in this 
subpart. When the Lender conducts liq-
uidation in an expeditious manner, in 
accordance with the provisions of 
§ 1980.374, the loan note guarantee shall 
cover interest until the claim is paid 
within the limit of the guarantee. 

§ 1980.309 Lender participation in 
guaranteed RH loans. 

(a) Qualification. The following Lend-
ers are eligible to participate in the 
RHS guaranteed RH loan program upon 
presentation of evidence of said ap-
proval and execution of the RHS Lend-
er Agreement. 

(1) Any state housing agency; 
(2) Any Lender approved by HUD as a 

supervised or nonsupervised mortgagee 
for submission of one to four family 
housing applications for Federal Hous-
ing Mortgage Insurance or as an issuer 
of Ginnie Mae mortgage backed securi-
ties; 

(3) Any Lender approved as a super-
vised or nonsupervised mortgagee for 
the VA; 
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(4) Any Lender approved by Fannie 
Mae for participation in one to four 
family mortgage loans; 

(5) Any Lender approved by Freddie 
Mac for participation in one to four 
family mortgage loans; 

(6) An FCS institution with direct 
lending authority; and 

(7) Any Lender participating in other 
RHS, Rural Business-Cooperative Serv-
ice, Rural Utilities Service, and/or 
Farm Service Agency guaranteed loan 
programs. 

(b) Lender approval. A Lender listed 
in paragraph (a) of this section must 
request a determination of eligibility 
in order to participate as an origi-
nating Lender in the program. Re-
quests may be made to the state office 
serving the state jurisdiction or to the 
National office when multiple state ju-
risdictions are involved. 

(1) The Lender must provide the fol-
lowing information to RHS: 

(i) Evidence of approval, as appro-
priate, for the criteria under paragraph 
(a) of this section, which the Lender 
meets. 

(ii) The Lender’s Tax Identification 
Number. 

(iii) The name of an official of the 
Lender who will serve as a contact for 
RHS regarding the Lender’s guaranteed 
loans. 

(iv) A list of names, titles, and re-
sponsibilities of the Lender’s principal 
officers. 

(v) An outline of the Lender’s inter-
nal loan criteria for issues of credit 
history and repayment ability and a 
copy of the Lender’s quality control 
plan for monitoring production and 
servicing activities. 

(vi) An executed certification regard-
ing debarment, suspension, or other 
matters—primary covered trans-
actions. The certification will be ob-
tained using a form prescribed by RHS. 

(2) The Lender must agree to: 
(i) Obtain and keep itself informed of 

all program regulations and guidelines 
including all amendments and revi-
sions of program requirements and 
policies. 

(ii) Process and service RHS guaran-
teed loans in accordance with Agency 
regulations. 

(iii) Permit RHS employees or its 
designated representatives to examine 

or audit all records and accounts re-
lated to any RHS loan guarantee. 

(iv) Be responsible for the servicing 
of the loan, or if the loan is to be sold, 
sell only to an entity which meets the 
provisions of paragraph (a) of this sec-
tion. 

(v) Use forms which have been ap-
proved by FHA, Fannie Mae, Freddie 
Mac, or, for FCS Lenders, use the ap-
propriate FCS forms. 

(vi) Maintain its approval if quali-
fication as an RHS Lender was based 
on approval by HUD, VA, Fannie Mae, 
or Freddie Mac including maintaining 
the minimum allowable net capital, ac-
ceptable levels of liquidity, and any re-
quired fidelity bonding and/or mort-
gage servicing errors and omissions 
policies required by HUD, VA, Fannie 
Mae, or Freddie Mac, as appropriate. 

(vii) Operate its facilities in a pru-
dent and business-like manner. 

(viii) Assure that its staff is well 
trained and experienced in loan origi-
nation and/or loan servicing functions, 
as necessary, to assure the capability 
of performing all of the necessary 
origination and servicing functions. 

(ix) Notify RHS in writing if the 
Lender: 

(A) Ceases to meet any financial re-
quirements of the entity under which 
the Lender qualified for RHS eligi-
bility; 

(B) Becomes insolvent; 
(C) Has filed for bankruptcy protec-

tion, has been forced into involuntary 
bankruptcy, or has requested an as-
signment for the benefit of creditors; 

(D) Has taken any action to cease op-
erations or discontinue servicing or liq-
uidating any or all of its portfolio of 
RHS guaranteed loans; 

(E) Has any change in the Lender 
name, location, address, or corporate 
structure; 

(F) Has become delinquent on any 
Federal debt or has been debarred, sus-
pended, or sanctioned by any Federal 
agency or in accordance with any ap-
plicable state licensing or certification 
requirements. 

(c) [Reserved] 
(d) Handling applications for Lender 

eligibility. Upon determination of a 
Lender’s eligibility to originate loans, 
RHS and the Lender will execute the 
RHS Lender Agreement. The Lender 
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Agreement establishes the Lender’s au-
thorization for participation in the 
program as an originator, servicer, or 
holder of RHS single family mortgage 
loans. The Lender Agreement shall be 
in effect until terminated by either the 
Agency or the Lender in accordance 
with the terms of the Lender Agree-
ment and this subpart. 

(e) Lender sale of guaranteed loans. 
Loans guaranteed under this subpart 
may be sold only to entities which 
meet the qualifications in paragraphs 
(a) and (b) of this section or directly to 
Fannie Mae or Freddie Mac. Such enti-
ties are referred to as a Lender and are 
to be treated as a Lender for all pur-
poses under this subpart. The selling 
Lender shall provide the original loan 
note guarantee to the purchasing Lend-
er. The selling Lender is responsible for 
reporting the sale of any loan to RHS 
within 30 days using a reporting form 
provided by RHS. The purchasing 
Lender must execute a Lender Agree-
ment or have a valid Lender Agree-
ment on file with RHS. The purchasing 
Lender shall succeed to all rights, title, 
and interest of the Lender under the 
loan note guarantee. Any necessary or 
convenient assignments or other in-
struments relating to the loan and any 
other actions necessary or convenient 
to perfect or record such transaction 
are the responsibility of the purchasing 
Lender. The purchasing Lender as-
sumes the obligations of, and will be 
bound by and will comply with, all cov-
enants, agreements, terms, and condi-
tions contained in any note, security 
instrument, loan note guarantee, and 
of any outstanding agreements in con-
nection with such loan purchased. The 
purchasing Lender shall be subject to 
any defenses, claims, or setoffs that 
RHS would have against the Lender if 
the Lender had continued to hold the 
loan. 

(f) Lender responsibility. The Lender 
will be responsible for the processing, 
servicing, and liquidation (if necessary) 
of the loan. The Lender may use 
agents, correspondents, branches, fi-
nancial experts, or other #institutions 
in carrying out its responsibilities. 
Lenders are fully responsible for their 
own actions and the actions of those 
acting on the Lender’s behalf. 

(1) Processing. The Lender must abide 
by limitations on loan purposes, loan 
limitations, interest rates, and terms 
set forth in this subpart. The Lender 
will obtain, complete, and submit to 
RHS the items required in § 1980.353(c). 
The Lender may utilize the services of 
a non-RHS approved lender for origi-
nating residential loans. The RHS ap-
proved lender is responsible for the 
loan underwriting and for obtaining 
the RHS conditional commitment. The 
agent may close the loan in its name 
provided the loan is immediately 
transferred to the approved lender to 
whom the guarantee will be issued. 

(2) Servicing. Lenders are fully re-
sponsible for servicing and protecting 
the security for all guaranteed loans. 
When servicing is carried out by a 
third party, the Lender will inform 
RHS of the name and address of the 
servicer. 

(3) Liquidation. The Lender will com-
plete any liquidation of loans guaran-
teed under the provisions of the Lender 
Agreement. Loss claims will be sub-
mitted on the RHS Loss Report form. 
The loss report will be accompanied by 
supporting information to outline dis-
position of all security pledged to se-
cure the loan. The Lender shall also ef-
fect collection of the debt from other 
assets of the borrower to the extent 
practicable. 

(4) Counseling. Lenders are encour-
aged to offer or provide for home own-
ership counseling. Lenders may require 
first-time homebuyers to undergo such 
counseling if it is reasonably available 
in the local area. When home owner-
ship counseling is provided or spon-
sored by RHS or another Federal agen-
cy in the local area, the Lender must 
require the borrower to successfully 
complete the course. 

(g) Monitoring a Lender’s processing 
and servicing of loans. If RHS deter-
mines that the Lender is not fulfilling 
the obligations of the Lender Agree-
ment or that the Lender fails to main-
tain the required criteria, the Lender 
will be notified in writing of the defi-
ciencies and allowed a maximum of 30 
days to correct them. If the Lender 
fails to make the required corrections, 
RHS will proceed as provided in para-
graph (h) of this section. 
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(1) Loan processing review for new 
Lenders. RHS may review loans devel-
oped by an eligible Lender to assure 
compliance with, and understanding of, 
Agency regulations. 

(2)–(3) [Reserved] 
(h) Termination of Lender eligibility. 

The Lender remains eligible as long as 
the Lender meets the criteria in para-
graph (a) of this section unless that 
Lender’s status is revoked by RHS or 
by another Federal agency. RHS shall 
revoke the eligible Lender status of 
any Lender who fails to comply with 
requirements of paragraph (b) or (e) of 
this section. Status may also be re-
voked if the Lender violates the terms 
of the Lender Agreement, fails to prop-
erly service any guaranteed loan, or 
fails to adequately protect the inter-
ests of the Lender and the Government. 
If the Lender is determined to be no 
longer eligible, the Lender will con-
tinue to service any outstanding loans 
guaranteed under this subpart which 
are held by the Lender or RHS may re-
quire the Lender to transfer the serv-
icing of the loan. In addition to revoca-
tion of eligible Lender status, the 
Lender may be debarred by RHS. 

§ 1980.310 Loan purposes. 
The purpose of a loan guaranteed 

under this subpart must be to acquire a 
completed dwelling and related facili-
ties to be used by the applicant as a 
primary residence. The loan may be to 
purchase a new dwelling or an existing 
dwelling. The guaranteed loan may be 
for ‘‘take out’’ financing for a loan to 
construct a new dwelling or improve an 
existing dwelling when the construc-
tion financing is arranged in connec-
tion with the loan package. The loan 
may include funds for the purchase and 
installation of necessary appliances, 
energy saving measures, and storm cel-
lars. Incidental expenses for tax moni-
toring services, architectural, ap-
praisal, survey, environmental, and 
other technical services may be in-
cluded. Subject to § 1980.311, eligible 
loan purposes also include: 

(a) Necessary related facilities such 
as a garage, storage shed, walks, drive-
way, and water and/or sewage facilities 
including reasonable connection fees 
for utilities which the buyer is required 
to pay. 

(b) Special design features or equip-
ment necessary to accommodate a 
physically disabled member of the 
household. 

(c) The cost of establishing an escrow 
account for real estate taxes and/or in-
surance premiums. 

(d) Title clearance, title insurance, 
and loan closing; stock in a cooperative 
lending agency necessary to obtain the 
loan; and, for low-income applicants 
only, loan discount points to reduce 
the note interest rate from the rate au-
thorized in § 1980.320 not exceeding the 
amount typical for the area. 

(e) Provide funds for seller equity 
and/or essential repairs when an exist-
ing guaranteed loan is to be assumed 
simultaneously. 

§ 1980.311 Loan limitations and special 
provisions. 

(a) Prohibited loan purposes. Condi-
tional commitments will not be issued 
if loan funds are to be used for: 

(1) Payment of construction draws. 
(2) The purchase of furniture or other 

personal property except for essential 
equipment and materials authorized in 
accordance with § 1980.310. 

(3) Refinancing RHS debts, debts 
owed the Lender (other than construc-
tion/development, financing incurred 
in conjunction with the proposed loan), 
or debts on a manufactured home. 

(4) Purchase or improvement of in-
come-producing land, or buildings to be 
used principally for income-producing 
purposes, or buildings not essential for 
RH purposes, or to buy or build build-
ings which are largely or in part spe-
cifically designed to accommodate a 
business or income-producing enter-
prise. 

(5) Payment of fees, charges, or com-
missions, such as finder’s fees for pack-
aging the applications or placement 
fees for the referral of a prospective ap-
plicant to RHS. 

(6) Improving the entry of a home-
stead entryman or desert entryman 
prior to receipt of patent. 

(7) Purchase a dwelling with an in- 
ground swimming pool. 

(b) Limitations. The principal purpose 
of the loan, except for a subsequent 
loan to an existing borrower, must be 
to buy or build a dwelling. The loan 
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